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A. Facts of the Case

1 A company, registered under the provisions of the

Companies Act, 1956, is promoted by the Government

of Tamil Nadu.  It is primarily engaged in the business

of manufacture of newsprint, printing and writing

paper using bagasse as a basic raw material. The

Government of Tamil Nadu (GOTN) and Industrial

Development Bank of India (IDBI) are the two major

shareholders of the company holding 35.10% and

34.30% of the equity share capital of the company

respectively.  As per the querist, it is not a government

company but is deemed to be a government company

under section 619B of the Companies Act, 1956.

2 The querist has stated that the Board consists of 12

directors out of which 3 directors are nominees of

GOTN and 2 directors are nominees of IDBI.  Besides,

the Chairman and Managing Director is appointed by

GOTN. Two working directors, viz., Director

(Finance) and Director (Operations) are appointed by

the company, and the others are independent non-exec-

utive directors appointed by the company.  Other than

GOTN and IDBI, no other body corporate or individ-

ual holds substantial voting power in the company.

3 According to the querist, the company is having

business dealings with some of the State-owned

departments/agencies and banking relationship with

IDBI Bank and IDBI Mutual Fund.  During the course

of audit for the accounting year ended March 31, 2002,

the statutory auditors observed that as IDBI is holding

substantial portion of the share capital of the company

and its nominees are on the Board, it can exercise sig-

nificant influence in making financial and operating

decisions, and, therefore, insisted that the company has

to comply with the disclosure requirements under

Accounting Standard (AS) 18, ‘Related Party

Disclosures’, issued by the Institute of Chartered

Accountants of India, in respect of related party trans-

actions.

4 The company informed the auditors that AS 18 is

not applicable to the company.  The reasons put forth

by the company as well as by the statutory auditors in

support of their views are summarised below:

Company’s views

The reporting enterprises having transactions with

government departments and government agencies

including government sponsored bodies and other

entities are covered under paragraph 4(c)(iv) of AS 18,

and, therefore, are excluded from the definition of

‘related party’.  Such entities are deemed not to be

related parties.  In other words, such exempted cate-

gories by virtue of their normal dealings with an enter-

prise can not be construed as related parties notwith-

standing that the parties listed under paragraph 4(c)(iv)

may circumscribe the freedom of action of the enter-

prise or participate in its decision making process.

As far as IDBI is concerned, though it has voting

power of more than 20%, it does not have power to

direct the financial and operating policies of the com-

pany.  Besides, IDBI also falls under the exempted cat-

egory (paragraph 4(c)(iv) of AS 18) as it is a body con-
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stituted by the Central Government under a special Act

of Parliament wherein 60% of its equity is held by the

Central Government.

Having regard to the above, no specific disclosure

is required under AS 18 in relation to transactions with

GOTN and IDBI.

Statutory auditor’s views

The statutory auditors are in agreement with the

company regarding non-applicability of AS 18 with

reference to transactions with GOTN departments and

Government agencies.  But they differ with the com-

pany regarding transactions with IDBI.  They are of

the view that though IDBI does not have a controlling

stake in the company, it has voting power of more than

20% by virtue of which they can exercise significant

influence in making financial and operating decisions.

Though IDBI does not have the ability to control the

financial and operating policies, they do participate in

the decision making of such policies.

Notwithstanding the above, IDBI cannot be brought

under the exempted categories specified in paragraph

4(c)(iv) of AS 18 especially of ‘government depart-

ments and government agencies including govern-

ment sponsored bodies’ since IDBI also has voting

power of more than 20% of the company.  Hence, IDBI

does not fall under the exempted category listed in

paragraph 4(c)(iv) of AS 18.  As such, the statutory

auditors advised the company to comply with AS 18.

B. Query

5 The querist has sought the opinion of the Expert

Advisory Committee on the following issues:

(a) Whether IDBI can be brought within the scope of

‘government departments and government agen-

cies including government sponsored bodies’

(paragraph 4(c)(iv) of AS 18) and thereby treat

IDBI as deemed not to be a ‘related party’.

(b) Whether the company can be considered as ‘State-

controlled enterprise’ (defined in AS 18), for the

limited purpose of ascertaining the applicability of

AS 18, in the light of the fact that IDBI (under the

control of Central Government) and GOTN jointly

hold 69% of the equity of the company and GOTN

and IDBI appoint six directors including ‘Chairman

and Managing Director’ of the company.

C. Points considered by the Committee

6 The Committee notes that paragraph 4 of AS 18,

inter alia, provides as follows:

“4. In the context of this Statement, the following

are deemed not to be related parties:

........

(c) the parties listed below, in the course of their

normal dealings with an enterprise by virtue only of

those dealings (although they may circumscribe the

freedom of action of the enterprise or participate in

its decision-making process):

(i)   providers of finance;

(ii)  trade unions;

(iii) public utilities;

(iv) government departments and government

agencies including government sponsored

bodies.” (Emphasis added by the Committee.)

7 The Committee also notes that clause 1 of Chapter

4, ‘Business of the Development Bank’ of the

Industrial Development Bank of India Act, 1964,

states, inter alia, as below:

“1. The Development Bank shall function as the

principal financial institution for co-ordinating the

working of institutions in financing, promoting or

developing industry and for assisting the develop-

ment of such institutions in such manner as it may

deem appropriate and may carry on and transact

any of the following kinds of business, namely:

....

(d) Granting loans and advances to any industrial

concern or subscribing to, or purchasing, or under-

writing the issue of stocks, shares, bonds or deben-

tures of any industrial concern:

…”

8 From the above, the Committee is of the view that

the holding of shares in the company by IDBI is in the

normal course of dealings of IDBI.  Thus, as a

‘provider of finance’ and also being a body owned by

the Central Government (as it owns 60 per cent share

capital), IDBI is not deemed to be a related party by

virtue of paragraphs 4(c)(i) and 4(c)(iv) of AS 18

reproduced above.

9 With regard to whether the company in question
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and IDBI are ‘state-controlled enterprises’, the

Committee notes the following definitions of ‘State-

controlled enterprise’ and ‘control’, given in AS 18:

“State-controlled enterprise- an enterprise

which is under the control of the Central

Government and/or any State Government(s).”

“Control- (a) ownership, directly or indi-

rectly, of more than one half of the voting power

of an enterprise, or

(b) control of the composition of the board of

directors in the case of a company or of the com-

position of the corresponding governing body in

case of any other enterprise, or 

(c) a substantial interest in voting power and the

power to direct, by statute or agreement, the

financial and/or operating policies of the enter-

prise.”

10 On the basis of the above definitions and the facts

of the case, the Committee is of the view that both the

company in question and IDBI are ‘state-controlled

enterprises’.  IDBI is a ‘state-controlled enterprise’

because 60 per cent of its shares (therefore, presum-

ably the voting power) are owned by the Central

Government.  The Company in question is a ‘state-

controlled enterprise’ because the Central

Government and GOTN together own more than half

of the voting power of the company [Central

Government through IDBI indirectly owns 20.58 per

cent shares of the company (60 per cent of 34.30 per

cent shares held by IDBI in the company) and the

GOTN holds 35.10 per cent shares in the company].

11 The Committee further notes paragraph 9 of AS

18 which provides as stated below:

“9. No disclosure is required in the financial

statements of state-controlled enterprises as

regards related party relationships with other

state-controlled enterprises and transactions

with such enterprises.”

Accordingly, by virtue of the above quoted para-

graph of AS 18 also, the company would not be

required to make any disclosures in its financial state-

ments as regards related party relationships and trans-

actions with IDBI, which is also a ‘state-controlled

enterprise’.

D. Opinion

12 On the basis of the above, the Committee is of the

following opinion on the issues raised in paragraph 5

above:

(a) IDBI is deemed not to be a related party by virtue

of paragraphs 4(c)(i) and 4(c)(iv) of AS 18.

(b) Yes, the company is a ‘State-controlled enterprise’

for the purposes of AS 18.  Accordingly, the com-

pany would not be required to make any disclo-

sures in its financial statements as regards related

party relationships and transactions with IDBI. ■
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